VILLAGE OF SOUTH LEBANON
MEMORANDUM

TO: 		Mayor and Council

FROM:	Gary Vidmar, Village Administrator

RE:	Memorandum 65, Study of the 2010 Water Service Agreement with the City of Cincinnati and the Village’s Water and Sewer Funds

DATE:	December 31, 2013

This memorandum reports on the history of the present water agreement between the Village and the City of Cincinnati (the “Water Agreement”), summarizes the performance of the Village’s Water and Sewer Funds during the past three years, projects the performance of the Water and Sewer Funds between 2014 and 2018, and presents a proposed amendment to the present Water Agreement offered by the City of Cincinnati.

Background
Before presenting a summary of the background to the Water Agreement, I want to remind Council that I was not on Village Staff when negotiations transpired between the Village and the City of Cincinnati during the period between 2008 and 2010.  Thus, my synopsis of the studies, reports, estimates and other work that was done during that period with respect to the Water Agreement, are based upon my compilation and evaluation of documents that I found in the Village’s files and conversations I have conducted with representatives from Greater Cincinnati Water Works (“GCWW”) over the past five months.

In 2006, Bear Creek Capital presented its plans to the Village for a major lifestyle retail development on the east and west sides of SR 48 between Mason Morrow Millgrove Rd. and the I-71 interchange and the redevelopment of the former Siemens property near the intersection of Mason Morrow Millgrove Rd. and SR 48.  At about the same time, the Village was having conversations with other developers about the development of more than 200 acres of farm land on the south side of the Little Miami River into residential subdivisions.  As more details about these commercial, retail and residential developments unfolded, Village Staff and Council became concerned about the Village’s ability to fulfill the water demands of this major development, among other things.

In the Spring of 2008, the Village and the City of Cincinnati began having conversations concerning fulfilling the Village’s growing water demands with water from Cincinnati.  After completing initial discussions, Cincinnati presented a preliminary proposal to Staff sometime in 2008 to provide wholesale water service to the Village.

As a result of the conversations taking place with Cincinnati, sometime in 2008 Council authorized Brandstetter Carroll, the Village’s Engineer at the time, to prepare an assessment of the Village’s water system.  The study was initially authorized to investigate the possibility of Cincinnati and the Village jointly supplying water to the community.  After completing its study, Brandstetter Carroll, Inc. issued a Hydraulic Analysis of the Village’s Existing Water System on May 7, 2009.  For this study, in addition to existing data, Brandstetter Carroll gathered other information to attempt to predict the future demand of water within the Village’s existing water service area.  Hydraulic models were created to demonstrate the effect of connecting the Village’s water system to Cincinnati and also to see what effect the Village’s anticipated growth would have on the system.  The future demands were extrapolated out to the year 2030.  The results of the Hydraulic Analysis showed that the connection to Cincinnati was hydraulically feasible, provided improved water service and a higher quality product.  It also showed that the Village’s water system was capable of handling a large amount of growth without the need for major system upgrades, although some improvements were recommended to replace old and undersized piping.

On May 6, 2009, about the same time Brandstetter Carroll issued its findings, Cincinnati presented a revised proposal to the Village for water service.  This new proposal took into account some of the estimated water consumption requirements contained in Brandstetter Carroll’s report. 

The Village continued negotiating contract terms with the City of Cincinnati by adjusting the estimated water consumption requirements based upon the estimated growth of the Village resulting from additional residents and the planned development by Bear Creek Capital.

On July 15, 2009, Staff received a competing wholesale water service quote from the Warren County Sanitary Engineer.  The County’s quoted water rate was almost 25% less that the rate quoted by Cincinnati in its 2009 proposal ($1.60/1,000 gallons vs. $1.99/1,000 gallons).  Staff gave this quote to the Mayor and Council on July 24th for their consideration.  After considering a variety of factors such as water quality and the cost to soften Warren County water, Council determined that the rate quoted by Cincinnati was a better offer, in spite of the lower price quoted by Warren County,

In September of 2009, while the Village continued negotiating contract terms with the City of Cincinnati, a leak was discovered at the base of the treatment tank in the Village’s water treatment plant.  During the following several months Village Staff received professional opinions from a number of consultants regarding the possible source(s) of the leak and short-term and long-term remedies to consider.  After collecting this information, it was determined that the leak was likely caused by the cementing of the sand filter media in the treatment tank into a solid material.  Cementing is a condition in which the sand media hardens as a result of the metal and other materials it filters from the ground water.  Apparently the Village was not performing an adequate level of maintenance at the time that would have prevented the cementation process from occurring.

After this discovery, Village Staff solicited proposals to remove and replace the filter media.  The quotes received by the Village ranged between $60,000 and $75,000.  This cost was considered to be excessive and Staff ordered all work on the treatment tank to cease and the water plant permanently shut down.  After the plant was closed, the Village received wholesale water service from its emergency connection with Warren County until the connection was ultimately made with Cincinnati.

The Water Agreement between the City of Cincinnati and the Village that accompanies this memorandum was signed on June 3, 2010.  The Village began receiving wholesale water service from Cincinnati in January of 2012 after construction of the piping required to connect the two systems was completed.  

In an attachment to this memorandum labeled “Analysis of the 2010 Water Service Agreement”, the Village Solicitor and I have highlighted important items contained in the Water Agreement regarding the contractual form and substance of the Water Agreement.
After execution of the Water Agreement, the balance in the Village’s Water Fund began depleting rapidly.  Between 2010 and 2012, the Water Fund balance was reduced as follows:


Year		Starting Balance	Ending Balance	Difference	Percentage
2010		     $973,092		       $672,688		($300,404)	     -31%
2011		     $672,688		       $289,428		($383,260)	     -57%
2012		     $289,428		       $241,577		($47,851)	     -17%

In 2012, Council acted to reduce the depletion of the Water Fund by adopting two pieces of legislation.  First, Council passed Ordinance No. 2012-13, which moved compensation of certain Village employees from the Water Fund to the General Revenue Fund.  At the same time, Council also adopted Ordinance No. 2012-14 which increased the Village’s water rates for customers inside the Corporation boundaries by 35% in 2013, 3.7% in 2014, 3.2% in 2015 and 3.5% in 2016.  Both of these Ordinances are included with this memorandum.  The changes adopted with these two Ordinances were effective to reduce the rate of loss in the Water Fund during 2012, but did not stop it totally.  There was an additional 17% reduction in the Fund balance in 2012.  We do not have final figures for 2013, but the Fund is expected to be depleted even further.  

Analysis
In August of 2013, Staff met with representatives from the City of Cincinnati and began having conversations with them regarding Staff’s concerns with the depleting Water Fund and certain terms in the Water Agreement that are apparently impacting the Fund’s performance.  These conversations have led to a proposal from Cincinnati for an amendment to the Water Agreement (the “Amendment”), a copy of which accompanies this memorandum.

At the same time Staff was having conversations with Cincinnati about amending the terms of the Water Agreement, Staff began working with Choice One Engineering to perform a complete analysis of the Water Fund in order to fully understand the impact of the Water Agreement and options that may be available to Council to stabilize this Fund in future years.  At the same time, Staff asked Choice One to study the Sewer Fund by assessing its performance during the past three years and projecting its performance during the next five years.  The study performed by Choice One and Staff will be presented to Council at the January 2nd workshop meeting in the form of a PowerPoint presentation.

Pursuant to Section 11(B) and Exhibit B of the Water Agreement, the Village will be billed by Cincinnati for the difference between the actual consumption of water during 2013 and the required per year consumption for 2013 of 131,765 ccf (98,550,000 gallons).  This bill is estimated to be in the range of $70,000 and the amount will be due to be paid in March.  However, Cincinnati has agreed to waive this $70,000 estimated consumption charge for 2013 and substitute the reduced minimum daily consumption requirement that is listed in Exhibit B of the proposed Amendment, under the condition that the Village executes the Amendment by no later than February 20th.  The actual Village consumption for 2013 is expected to be very close to the revised required consumption amount of 97,554 ccf.  Thus there should be no charge, or a nominal charge, owed by the Village to Cincinnati for not consuming the required amount of water during 2013.
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Policy Options
Council may choose to authorize the execution of the proposed Amendment to the Water Agreement as drafted, may conduct further negotiations with Cincinnati and attempt to receive more favorable terms or may take no action at this time. 

Fiscal Impact
The Amendment to the Water Agreement is expected to immediately begin reducing, but not necessarily eliminating, the annual consumption charges that must be paid to Cincinnati by the Village at the end of each year.  The Amendment will also tie future rate increases to the Consumer Price Index rather than legislation adopted by Cincinnati City Council.  Without this Amendment the Water Fund will continue to deplete to a zero balance by the year 2016 and it will be necessary for the Village to continue borrowing from the General Fund as the Village was forced to do at the end of 2012, unless the Village’s water rates are increased immediately.

Legislative Process
Council may ask Staff to draft an Ordinance authorizing the execution of the Amendment to the Water Service Agreement, may order Staff to conduct further negotiations with the City of Cincinnati before drafting an Ordinance or may take no action at this time.

Recommendation
Staff requests Council to provide further direction regarding the Amendment to the Water Service Agreement.

Attachments: 
GCWW Water Agreement
Analysis of the GCWW Water Agreement
Draft First Amendment to the Water Service Agreement with GCWW
Ordinance 2012-13
Ordinance 2012-14
